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- With absolute priority in machinerny, materials, and mer
Hitis an efficient, searagens world of lts own, operaiing
! ’ Eafom o -3 o P - YL T . - - . )
far above the still backward civilian economy. by Richurd Armslrong
' , across the way. Russia has twice again ag many troops
i ’ngglg‘i%&“@gg@ Tnstitute for Strategic £pdios in in reserve west of the Urals. But on the China front it is
ipleted a survey of the : ifitary balance t}i_e U.S.S.R. that ig outmanned, with a covering force of
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and concluded hat ol
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mm‘r&gguﬁgq ar- about 200,000 men In 93 divisions opposite China's 2,000, &
“1pust now 000 men in 115 line divisions.

VoA st e , Y Ay .
i Ao tenm %ﬂg&h of . Western military analysts have enjoyed unprecedented
strategic, 1,tro‘1,con,ﬂlk,t,_ig‘the opportunities to study Soviet troops and weapons in re-
developing as, to the Soviet lead- cent years, and they gencrally have been much irapressed
CwE B R

“org, accolade {hieed, the old dream of the czars, of Lenin, with what they have scen. The lightning Soviet invasion
and of Stalin come true at last. With its intercontinental of Czechoslovakia was, according to a top NATO com-
missiles deep in their silog in Mother Ttussia, with its new, mander, “an almost classic pattern of a military deploy- =
blue-water Navy on patrol in the Mediterranean, the ment in logical sequence.” The TRussians threw twent Lwo
Soviet Union need acknowledge one peer only, and no divisions across the border within twenty-fousr hours and
master, among world powers. This military prowess is completed their deployment within a weel. Kickofl time
/77 the product of a ten-year drive by a highly advanced for the invasion was 11:00 ».M., Oustrating a Sovict fond-
. ‘industrial stratum that leads a life of its own amid gen- ess and talent for night maneuver. Road and rail disci-
eral backwardness. ' ' pline, according to NATO commanders, Was excellent.
. The new Soviet military machine has been cut ay if to Yuge tank transports got the Soviet armor into position -
‘an American pattern. There is a rough correspondence be- in combat condition rather than Jimping from along road
“tween the two countries in most of the major components march. Asg the combat divigions moved west, reservists
of military power. Like the U.8., the Soviet Union has, {lowed smoothly into the vacated bases in central Russia
. ever since the ouster of Nikita Khrushehev in 1964, pur- and formed up into fighting units.
jsueda “halanced forces” concept that sirultaneously in- - For the West, it was a sobering show. But the invasion
Q) creased the power of its s.tl‘ategic and its COHVCII“CIL?J ,‘produced a few 1'eminders that thiyg powerful military ma-
capabilities, The Soviet Union has 3,470,000 men under; chine came from what ig still, in many ways, & primitive
armsg, compared to 3,487,000 for the U.S. After a steady . country. A German diplomat, arriving hack on station in
‘and rapid buildup, the 17.8.8.R. hag 1,085 ICBI's in place, Moscow while the invasion was on, asked his Russian
compared to 1,054 in U.S. silos. The American lead in sub-. driver why the gtreets were so empty and was told: “The
snarine-based missiles (€56 to 129) and in long-range trucks have all gone to the front.’ In Prague, the resi-
pombers (640 to 155) is offset somewhat by the Soviet dents.noticed “City of Kiev" and various Russian factory
Union's 750 medivm-range missiles and 1,050 medium markings on Soviet Army trucks, bencath a hasty coat of
‘bombers, Each country has about 8,700 jet fighters, . olive paint. Some of the gasoline drums strapped to the,
The Soviet land force may well be the finest in tha Soviet tanks bore World War II \Wehrmacht markings.
~ world. It totals some two million wmen, and of its 140 di- The sky over Prague seemed full of An-22’s, the new 200
(#/ visions, perhaps sixty are combat ready, Sixty divisions man turboprop that is the Soviet Union’s nearest equiva-
goun¢ls overwhelming compared fo twenty-two for the lent to the G:BA, but the appearance was deceptive. Only
.8, It must be borne in mind, however, thot Saviet di- about ten An-22's are yeb in service, and all were being
yisions contain 7,000 to 10,500 wmen, whiie standard used in short, round-the-clock hauls of men and supolies
strength for a U.S. division is 13,600 to 20,000. And therg 'The Soviet Army brought rations for enly a-few days and
is an eaormous amount of ground for the Soviet Army to  after that lived off the land. In logistics, obviously, the
cover, including the world's longest frontiers, 1n Central U.8.8.K. still trailg the U.S,
. Tourope, the U.8.9.R. hag put ag many combat troons intp s T
forward position, 820,000, as there are MNATO troops
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tary equipment in the Sinai in 1967 and, new that they:
have turned it around and pointed it the other way, are
quite pleased with its performance. They found the Soviel
122.millimeter and 130-millimeter puns to be powerful
and highly accurate weapons and uscd them to destroy
the Egyptian refineries at Suez. They rate the Soviet T-H5
tank among the finest ingtruments of destruction in the

world. It has a low silhouctte and is fnst and highly ma-

neuverable. Like U.8. tanks, it is equipped with & snorkel
for fording, and has an infrared guidance system fox
night fighting. The Israelis have grown so fond of the
Russian infantryman’s storm rifle, the' {ully autematic a
AX-54, that they plan to produce their own copy.

The standard Soviet fighter, the MiG-21, a mach-2 air-
eraft, has only half the ranpe and payload of its NATO
counterparts, the -4 Phantom and the IF-105. The MiG=
21 is slightly slower, but more maneuverable at high alti-
tudes, Its chief flaws are 2 vulnerable belly tank and a
large blind spot to the rear of the pilot. The Israelis, in
-21's, though
their victories may well be due to pilot superiority rather.
than to the plancs. A variable-wing fighter en the order

‘of the I*-111 has been displnved at o Moscow air show but
- is apparently not yet in service,

The most strikking new departure for the Soviet mili~
tary is & vast and expensive program to acquire global
reach by means of a blue-water Navy. “The flag of the
Soviet Navy now proudly flies over the oceans of the
world,” said the coramander of the Soviet fleet, Admiral
Sergei Gorshkov, last year, “Sooner or later the U.S. will
have to understand that it no longer has mastery of the
seas.” “In a mere ten years,” says Admiral Thomas
Moorer,.-the U.S. Chief of Naval Operations, ‘‘the Soviet
Union has transferred itself from a maritime nonentity
to a major sea power. By any measuring stick, it is today
the second-largest sea power in the world.”

The Soviet Union now has 380 late-reodel submarines,

~of which 50 are nuclear powered. (The U.S. has 142, in-
cluding 81 nuclear subs.) These are formidable under-
‘water navies indeed, that of the Soviet Union being six

times the gize of Hitler's at the start of World War 1L

“And accordmpf to recent testimony by the Sccretary of

Defense, Melvin Laird, the Russiang are building more

.nuclear submnrmcs at the rate of eight a4 year. The Soviet

surface fleet includes thirty-five major missile-firing
warships (versus seventy-one for the U.S.). The Russians
have even organized a minuscule marine cor ps of 6,000

picked men, and they have built 100 landiny ships. The

oply category of warship they have shuaned is the air

“eraft carrier, of which the U.S. has fifteen. The Llussiang

have built three helicopter carricrs instead. They have
been constructing merchant shipping at a prodigious rate,
to supply their far-Nung allies such ag North Vietnam and’
Cuba, as well ag to carry oubt an ambitious program of
expanding foreign trade. The U.8.5.R. now has 10,400,000
tons of shipping (versus 14,800,000 under the U.S. flag)

. rmd has set a tfwgfet of 20 million by 1980.

The 131:1&99{9,\’%:& 'fﬂﬂﬁﬁﬁﬁ%ﬁﬁ@&oﬂl%/% @Iﬁh"ie )v%wccamom 1y pé?& é;m Tnd

A Soviet fleet i now on permanent natrol in the Meadi.
wal suprerasey
wan Ocen:
as well, and have turned up as far away as ’\Iunu,v;u-
The apparent aimi, as the Institute for Strategic Studie
nut it, is “to eontrel conflict in the developing workd”
“We shall sail all the world’s scas,” the Soviet chicf of
staff, Marshal Matvei Zakhovov, warned last year. “The
imperialists can no longer have them to thcm%elvew

Growth pays the biil

Land-based missiles, missile submarines and warships,
a conventional army in a high state of readiness—these
are costly trappings of power, the sort that have produced

o severe budget pinch even in the U.S., where the grous
national product of $860 billion is about twice the Soviet
G.N.P., as the U.S. Government reckons it. A fecling pei-
sists among some critics of the U.S. defensge establishment
that the Russiang must have figured out some way to get
more defense readiness for their money than the Ameri-

,cans, There are indeed a few substantial economies that
_‘the Soviet armed forces enjoy. Commandeering civilian
trucks for an invagion is obviously less expensive than

Jbuying them. But, in general, the Soviet Union has
matched the U.S. m military power by matching the U.S.
in spending.

The Stanford Research Institute, vhlc‘l laboriously
compiles and analyzes Soviet budget figures, estimates
that Soviet expenditures for defense and space have beei
increasing by about 614 percent a year for the past decade
and this year reached a total somewhere between $54 bil-
lion and $62 billion. The Central Intelligence Agency 5
eslimate of Soviet defense and space expenditures, $60
billion, fallg within the range of the Stanford estimate.
3y the CIA calculation, the Soviet Union ig sapending 324
billion less than the $84 billion the U.S. has budgeted fox
defense, gpace, and the Atomic Encrgy Commission in the
coming fiscal year. But the U.S, i apending an estimated
$27 billion a year on the war in Victnam, while the Sovict
Union is spending less than a billion annually in its role
as supplier to North Vietnam. If these Vietnam costs are
excluded, the Soviet Union is spending slightly more thau
the $57 billion that the U.S. is budgeting for defense,
atomie energy, and space.

The Soviet Union has been able to maintain these cnor
mous and constantly rising defense costs without lower-
inpg the already rather meager Soviet standard of living.
In fact, per capi’m disposable income has increasec 744
percent a year since 1964, and investment in consumer
industries waa increased last vear alone by 25 percent
The Soviet Union, like the U.S., enjoys an annual incre-
ment from the growth of the economy. In the Saoviet case,
with an average growth rate of 5.4 percent in rccu;i
years, this increment amoun ts to &])Ohu 830 billion a vear,
out of which the U.S.S.R. has been able to pay for the in
crcase in defense costs an we}l ag provide some dividends
10 the conswmer.

Thinking about the large Sovict ar ms prograr in We
ern terms, the presumption would be that o strong mili-
tary-industrial clique his been dominating budgetary

st~
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Sovietologists, this is looking at the question the wrong: more importance, and the military is the strongost ingtis
way around, “The modern Soviet siate is a military-in-1tution in Sovict society outside of the Communist party
dustrial complex,” saya John Hardt of the Research Analy- - itsclf” All of the truly disastrous possibilitics fucing ‘
sig Corp. in MceLean, Vix'urna. “1t wag blatantly designed | Polithuro, including satellite uprisings or.a border war
that way by Joseph Stalin, beginning with the first Five-: with China, are, of course, military matters, and the mili-
Year Plan in 1928.” The Soviet leadership, since Stalin, i tary leaders are consulted on foreign policy.
‘has been trying, with only fitful success, to broaden thei But military influence does not mean military control.
pattern without radically changing it., The argument in : Matthew Gallagher of the Institute for Defenge Analyses
this country. is whether the U.S. defense industry has:in Arlington, Virginia, points out that the Soviet leader-
gamﬂd too murh powcr wztnm & c;vﬂmn sociely. By con- i ship continues to seck arms-control talks with the U.S.
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The master builder of the Soviet de~
fense industry is Dmitri Fedorovich
- Ustinov, sixly-one, a candidato mem-

ber of the Politburo and a secretary

of the Communist party's Central
: Committee, An enginear from Kuyby-
.shev on the Voiga, Ustinov ook
charge of arms production in the

shambles of the Naz! invasion in 1941

and went on 1o build a “slrategic sece

tor” that Is both the pride and the
bane of the Soviet economic systen,

oot |

trast, the debate over resource a]locatlon in thc Sovxcti ' i
Umon during the post-Stalin period has been over how Soviet system as we know it today.” The military lead

> agcending

.even though the military press has been openly critical |

q;of the whole idea. The po]mcal—mlhtmy relationship in
‘ the Soviet Union is one of continuing and inevitable ten-

_sion, according to the ingtitute’s Roman Kolkowicz, who
wvrote the definitive study of the subject., Ever

since the
. Red Army was organized by Leon Trotsky in 1918, it

has been run on a system of “parallel hierarchies,” with
a military and a political officer sharing power at cach
level of command. An officer caste has grown
Sup through the years, and indeed has been encouraged by
- the politicians. An officers’ club in Moscow is as well ap-

: pointed as a gentleman’s clubin London, with deep leather

couches, wood paneling, and mess- jacketed attendants,
Officers have free cars and dachas and shop at their own
stores, which stock Belgian woolens, Italian shoes, and
the like. But the marshals have been kept out of the very
top rank of the country’s leadership. No Soviet oilicer sits
on the Politbure, although Grechko and eleven other ofii-
' cers are members of the Central Committee.
There has never been a Bonapartist tendency in the

%2 Russian military, not even back in czarist days. “A mili-

ary take-over,” says Hardt, “would mecan the end of ‘we
ors

much could be spared for consumption in context of the £re all members of the Communist party, of course—some

Jeadership’s vision of world primacy.

The only serious attempt at cutting armg costg in re-:

- cent Soviet history came in the later years of Nikita

" Khrushchev, who saw the missile age ag a chance to in-:
servists, these Russian politicians frequently share the mili-

tary point of view, Communist party Chairman Leonid

creage power while trimming conventional forces hy al-
most a million men. In 1962 and 1963 letter columns in

the Soviet press carried bitter complaints by former cap- - h : !
tains and majors who had heen obliged to take jobs ag front during the war, is thought of in particular as a mili-
ordinary workers. The coup that ousted Khrughehev, in .

*,October, 1964, was political in origin, but Army leaders:

‘endorsed it with enthusiasm, One reason the present de-

'fcnse budget is 80 high is that it represents the confluence -
. of two weapon programs: the misgile systems get in train”

f
. by'Khrushchev, and an extensive strengthening and mod-
. ernizing of conventional forces ordered after his ouster.

" The military’s
. Under the preasent Soviet leadership, the military hag

institutional leverage

~been able to increase its influence along with its weapon- :didate member of the Politburo, a «

- ry. This is not because the military hierarchy is vigorous
Ce—Marshal Ancdrei Grechke, who was appoinfed Defense
; Minister in 1967, 19 in fact a smgu!:nly “safe” and colora:
less stafl’ oflicer with a record of political pliability-—but
. beeause the po Jth leadership is weal, “The Politburo
"hag been trv g )
,rmd. “trymzf ﬁql\x}é%!bqf&lﬁcr\%?%
deci

em%es ] Oﬂ 5O

.demand on the Soviet cconomy sits within the rather

of them only perfunctorily so and some of them as true

believers. In turn, most of the politicians in the Politburo
have served at one time or another as political officers in
Army units. Like some U. S. Congressmen who are also re-

Brezhnev, who was a brigadier general on the Ukrainian

tary-minded ecivilian. But the military is, apart from the
seeret police, the only Russian institution with guns, and the
military-political tension is never entirely resolved.

ihe specialist from the steppes

The desk where military requirements first make their
grim
stone headquarters of the Communist party’s Central Com-
mittee, on Staraya Square in downtown Moscow. This is
swhere Dmitri Fedorovich Ustinov has his offices as & can-
cremry of the Central
:Comnittee, and the director of qovzet defense industries.
:Comrade Ustinov is a handsome inan of sixty-one, with an

.open face and high forehea.l, a native of Wuybyshev in the

-
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weapon designer and then director of the Bolshevilx muni-
tions plant in Moscow, and was picked by Stalin in 1941 at!
thirty-three to become People’s Conanissar of Armaments,
a post he has held under one title or ancther ever since.
~ On the record, Ustinov is a remarkably able exeeutive,:
having accomplished the bodily transfcr of the Soviet armas<
ments plants to the safety of the Uruls in 1941, the building
of an atomic bomb in just two ycais, and the launching of
the world’s first spacceraft. The only time he has ever beem
in trouble was once when Khrushchev eriticized him for
‘waste during the campaign to cut military spending. Usti<
nov’s job has no counterpart in the U. 5., hut includes many
of the'functir,mt; of the U. 8. Sceretary of Defense. As a candis
date member of the Politbure, Ustinov outranks Grechlo and
the rest of the marshals. The marshals, however, are no¢
Ustinov's subordinates, but rather his elients and his allieg
in the budgetary battles each full. Both Ustinov and
Grechko are thought to sit on the Soviet Defense Commits
tee, which is akin to the U. 8. National Security Council
“and is probably chairmanned by Brezhnev himaself.
The industrial complex that Ustinov heads is a coherent

- and integrated network of plants and research establishs

ments, generally known in the Soviet Union as the “strategic
sector.,” This complex is the pride of the Politbure, whose
members make frequent trips to the defense plants to admire
the automated production lines and the latest high-precision
machine tools from Switzerland, taking great encouragemen
from all this visible proof of modernity. Khrushchev often
held the strategic sector up as an’example to Soviet industrys

The Soviet heavy-weapon plants, for tanks, trucks, and:
artillery, are still located mainly in the Ural complex that
Stalin and Ustinov set up from Sverdlovsk south to Chels
yabinsk and Magnitogorsk, feeding oft the steel that ig
produced there
triangle is still out of bounds to

Most of the precision work,
the manufacture of missile components,
the Moscow-Leningrad-Gorky - are that

all Western visitors.
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production-line workers. According to the late Dr. Leon
Herman, a specialist in Soviet affaivs ab the Library of Con-,
gress, one primary functicn of Comm:unist party cadres
throughout Soviet industry is to spot promising people {or
transfer to the strategic sector. Once in this scctor, the worker
is happy to stay, since wages are quite handsome by Soviet
ctandards. A system of factory-owned apartment houses
and vacation hotels nicely segregates the strategic worker
from the rest of Sovict society in his personal as well as his
professional life. Ustinov gives plant managers a great deal
of freedom so long as they meet production quotas. Such
famed aireraft designers as Mikoyan, Gurevich, and Tupolev
run their plants virtually as personal fiefs, setting up sub-
sidiary plants zs needed to produce components. Tupolev
has appointed his own son as his chief designer.

Crash programs are common in the strategic scetor, Usti-
nov frequently double-teams a project at least through the
research and development stage. The ad hoc committee is &
favorite management device, consisting of production spe-
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~cialists, scientists from basic-research centers such as the

one at Novosibirsk, and representatives from Ustinov’s ofiice.
Because of this approach, U. S. weapon experts concede that
the Soviet Union can sometimes go from idea to production
line rather more quickly than the U. S. '

Two kinds of cosis

What all of this truly costs the Sovict Union may be be-
yond computation. Less than two-thirds of Soviet delense
spending is listed under the defense category in the state
budget. The Stanford Research Institute attemnpts to track
down the rest of it under various budget residuals and und
gome scientific expenditures, and comes up with a eurrent
figrure of 27 billion to 81 billion rubles. An additional preblem

in great quantity from Ural ore. This steel is posed in the conversion of rubies into dollars, since the
. official Soviet rate of 0.9 rubles to the dollar is entirely arbi-
including electronics and trary. Stanford Resecarch uses a figure of 0.5 to the do‘lkn', or
is concentrated 18 32 per ruble. The institute derives that figure from studies

ia the industrial based upon rave, 1955 Soviet wholesale price handbooks,

heartland of Russia. The largest shipyards are here togand on an analysis by a Soviet economist wihose work is
with the notable exception of a submarine yard at Severod- known and respected in the West. '

vinsk, near Archangel. This is where the Soviel nuclear subs

According to government sources, the CIA avoids the

" marines are built, and according to a recent statoment by budgetary fog entirely and uses its intelligence networlk. to’

Admniral Hyman Rickover, tne Severodvinsk yard
eral times the arca and facilities of all U.S. s
combined.” One of the main Soviet missile factories

has “‘seve estimate Soviet military procurerient, item by item, wiich
submarine yards it then prices according to what this equipment would cost
is in ag if produced in the U.S. The two organizations thus fol-

old automobile plant in Dnepropetrovsk in the Ukraine, and low entirely different routes to arrive at a similar estimate,

the other is in an armaments plant that dates

1920's in Kaliningrad, near Moscow. The testing site for spending.

IGBM's is at Baykonur, off the Aral Sca, where the Russians
took Charles de Gaulle to watch « launch.

fissionable-material plants are in Semipalatinsk and

Chinese borders, a location that would have seemecd safe
enough twenty yeus ago but that now
nightmares. The giant Skoda arrou plant, now cail
Lenin Works, in Pilsen,
munitions supplicr, predueing evervthing from small g
to MiG-21s. Fast Germany is buiiding millions of tons

]

The principad 1;5 that 1t 1s frequently used around o
twe cg_pj une

other cities in JXazakhstan, out ncar the Mongolian ond PLS

A . s (3 s ferms of what i N U T
Creehoslovakia, is the major outside GNP, in terms of what it would be worth in the
,dollars. In each case an alien price structure 18 Iimposed.

back to the of about §60 billion in current Soviet defense and space
&

"This estimate is probably « ;
TR it e b o s eige. v R T

UI0R wriih an estimat the ~ :
s A T e R R R
it U 13 arrives at in a ditlerent

) i bRl S, RSO e B LR ¢y
fi hEof economic theacy, 1818 Just as valid

I‘rom the viewpoi

must give the planners Lo state U.8. gross national product in terms of what it-would
~d thebe worth in the Soviet Union in rubles us to state Soviet

.« s
U.8. i
Y. .
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aitwo methods of comparison yield quite different resulis. In
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Sovisl price terms, the Soviet GNP, mzmrmo gomcwhat sg, 'Uie bulic of Sovy Gse spending is abviously going
more than a third of ours, while in dollirs it armounts to 70 for something other than ™p and polyanki,

pereent. The great disparity results mostly froin the arbitrary  Almast all military equipment today requires a high input
nature of the Soviet pricing system as compnrud to pricing of techuology. This is true not only of missiles but of modern

-~ in a market economy. . conventional weapons such as tanks with infrared guidance,

terials.” Buchan thinks a clear distinetion should be made

-expand at relatively little cost, and missile systems, where
“any expansion would be diflicult.

A camos oul the calwla— v curface ships with sophisticated firescontrol systers. Dy
fas, ITUien Sufies e Michiael Boretsky, a Ukrainian-born economist for the U.S,
gnomeu it me:m BETYeH 1epurts nOVlC . ".P. as half that of Depariment of Commerce, feels that the Soviet Union is
the U.S., which would come to $430 billion. Abry ,} aul m-, "’cr Dl‘.)bd‘o spending near its present limit on technology-inten-
a ‘:mcmh%t in the Q‘xoweL e ounmy dL Um ' : sxgve products, almost all of it connccted with defense and
a i- space. By his caleulation, 80 percent of Soviet research and
development xs already devoted to military and s,pacw worl.

'X‘o re s%&m‘&m[}gnhy thc

ﬁ ?mno squad for failure ‘

. ) b’me T3 SO ! Some of the high cost factors in the Soviet arms industry”
o & Rs

tne (’IA esmn‘nte mr Sovn s. (.:r A o

A a. e exngr'omtions of problems that aflect Soviet industry as a
"o w hole, In both design and operation of plants, cost-effective-
_ ”g ness concepls are almost unknown. Soviet machine tools are
g‘hme of (:. ' Ilom 25 to 80 percent heavier than U.S. machine tools, ac-
o T pmpo 83701 Rasos: wd‘f:é st Ldlmu’lufleg, dollar- cmdmg to Boretsky, and where U.S. engineers would bm
comparisons are plobahly more meaningful, beeause market- With & double safety factor, Soviet engincers insist on a
cconomy mdchanisms impose a degree of realism on prices. safety factor of four or five. There once was a compelling
FORTUNE estimates the current Soviet G.N.P., in U.8. 1969 veason for this approach: under Stalin, if a machine failed
prices, at roughly $600 billion. On this basis, both countries and the fault was traced to the designer, he was sent to
are spending about 10 percent of G.N.P. on defense and:prison or shot.

‘space. When Vietnam costs are excluded. the U.S.8.R. is. Other high-cost features are specific 1,0 defense. Boretsky
.spending at a greater rate, 9.8 pex cent to 6. 6 percent. . “listed some of thern in a 1968 study for the Joint Feonomic
> Committee of the U.S. Congress: a high rate of equipment

1. . , s
Footcloths are cheap - .obsoleseence, a need for standby cquipment, frequent use of
But.the aeoneaiss-0fd RS nd the IS SR, are 53°© qmpmcnt for rare and unique applications, and heavy em-

" different that Alastair Buchan,, digertor, of th%]nsutute 'fog phasis on the quality of the product. On this last poi’zt,
thmjf& 5, any comp 1 i ‘T Doretsky caleulates that tooling to the average tolerance of

tf ; v ’;;l"npr( 18 non'sﬁl()r{;go Of blﬂ ] ahd md,. 70.025 millimeters quuned for defe SE WOr }\, instead of the
s in the UXS.” he points out. “The limiting factor ip rather sloppy 0.1 tolerance that is the average of Soviet in-

tex 1als
the U.S. is that defense spending competes for public money dustry as a whole, means quadrupling of tooling g cos sts.

“The arms industry,” as Boretsky sams it up, . “preempts
the best manufacturing plants and engineering goods, ab-
sorbs a high rate of seientific and enginecring manpower, and
consumes great magnitudes of capital.” The phrase “‘dual
‘econemy’’ is sometimes used to describe the Soviet Union's
peculiar combination of modernity and backwardness. Johs
Hardt, of the Rescarch Analysis Corp., says that really ther
are three layers: the primitive agricultural level, a consume
econcmy on the level of a d vcloping nation such as Argen
tina, and an arms mdu’stry equaling that of the U.S. i

Lower troop costs are the elearcst single saving that the SoPhistication.
U.S.8.R. enjoys over the U.S.. Whila officers are well paid by But the arms industry itself pays a price in lost efficienc
Soviet standards—a lieutenant gets 150 rubles a month azld from its ex.xstence on a lonesome platean of high technolog
a marshal 3,000-—the Soviet Union pays a vecruit yusg = WAaen Soviet designers set out to build the st Mi-€ a

rubles a month. The Soviet soldier lives on a mouotonous weidD two-trbine Lericopters, for insi.co, they fixst ha

diet of soup, bread, and tea that would quickly send an A . (- };7;2: : fmwrﬂ}m] e okt xczftmg e ro AI

iean soldior «round the bind. Moreover, he e i of | " o price that the 8~ et Union pays for its arms ol
- berhaps best be st led as the differcnce that this la ayer

the food himself, in truck gardens and p?" v on cgeh E'nrh talont
Army hase. Ho is issued one uniform fee-vinter and one Jfor i e ont the Lponity resources could make if ey
spread out through the rest of the economy. Certainly th

sivain.., aidt he wonrs not socks b ;i« roiyankt, the an; m
L0Ga ”1”1 s U“‘Jhdngﬂ\f e crarist days Only Tuis would be o substantial Jjunmip in the gross national nrods
s ) 2 whiek 1 los re L
Zg;lllpment is first class, WhetShehey once reveslod thaet Lie 11:30 lz;mtnr;hmg the leaders would dearly love to nehi
y p o ;
‘age yearly cost of wuncx te the Sovict Union wis 1 80 has bz (m r@r(} ar I{Tg‘vjci?t)c}m :‘Mufb a; DN ; o
= b 2 spini~oll of new technolo: '\‘»1\))

rubles. This vonla mean thab the
SR e ; present force level of
3,470, O()O men costs the Soviet Union only 4.8 billion rubfes, to the rest of industry. After a study of the ‘«Ublff‘ﬁ whil

PR I
or 39.6 billion at the Stanford Research exchunge rate, con the Erookings Institution, Ror etsky, whose speeinlty is
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‘needed for other purposes. And the U.S. is a hard country to
tax, Ifederal and state taxes come Lo about 30 pereent of na-
tional income in the U.S., compared to about 40 percent in
most Furopean countr 1es.” In the Soviet Union, where the
state owns the entire cconormy, “the problem is not public
revenue but actual physieal shortages of skills and ma-

between {roop levels, which the Seviet Union could casily




he says. And this is a good exampla.
‘the Russians build an auiomobile plant at Gorky in 1932,

Jast three years

Soviet Union. Two other revoluticiary mnovatums, coms
puters and numerically contrelled machine tools, arve, “for al}
practical purpesus, still imited to the defense establishment

Rorvetsky, it should be pointed out, is skeptical abeut sp,n*

“off even in the U.S. “The best way to learn how to make

automobiles, after all, is to make automobiles, not missiles;
? !
After Henry Ford helped

they should have been able to keep up in this ficld with rela-
tively little effort. Instead, the Soviet Union has fallen so faz
behind that it is importing an entire nutormobile factory from
Fiat and has contracted for Renznult Lo redesign the Moskvich
factory. These measures are supposed to gquadruple output

"to 800,000 automobilés a year when production gets going in

:1970. The Soviet Union is also buying whole chemical plants
from Japan and Gxoat Britain. “There is not much difference
if any, between Russia and the U.S. in conceptual knowledge,”
'says Boretsky, “but there are tremendous gaps in apphcd
‘knowledge all through great areas of civilian®t cchnology, and
‘there is just no casy way for them to close these gaps.”

A machine devoted to recreating itself

i As a direct result of r»pendmg at the present high level for
‘defense, the Soviet Union has begun a potentially dengerous
cutback in the increase in new capital investinent. Should
this cutback continue, the results will sooner or later hit
‘where they hurt a Communist leader the most, in his growth
rate. “Guns or butter is a misleading projection of Soviet
budget choices,” says Hardt. “Guns or factories would be

“more accurate. New petrochemiecal plants, advanced machine

tools—these are the kinds of things that compete with themili-
‘tary for budgét allocations.” The growth of capital investment
has deeclined suhst’mtlahy, from 27 percent in Khrushehev's
s to 16 percent during the period 196567,
The capital-investment sector is a tempting target for cuts,
because the Soviet rate of capital formation continues to
be the highest in the world after that of Japan. he So-
viet Union devotes 30 percent of its G.N.I’. to eapital invest~
ment, compared to 17 percent in the U.S. Soviet industry has
seemed increasingly to resemble a machine devoted to re-
creating itself. In the producer-goods sector, 80 percent of the
output goes back into more producer goods and only 20 per-

cent into production of consumer goods. Depreciaied capi i

tal stock is already twice the G.N.P., whereas that of the
"U.8. is 20 percent less than G.N.P. But an infusion of largga
arnounts of new capital is the only reliable method that the

Soviet Union has found to maintain growtn. Factor pzolue—'

Livity—the output of a fixed unit of capital and labor—hag
been increasing at a rate of only 1.7 percent a year,

The Soviet planners are wtill counting quite heavily op
greater efficiency through an ambitions program of cconomie
reforms, which FORTUNE reported on in some detail three
years apo (July 1 and August, 1956). By now, enterprises
accounting for 72 percent of industrial pr ulu»tx’m are operad-
ing on a profit system under which honuses are suppaesed to
“depend on cfliciency. Interest is being charged on capital far
the first time in Soviet history, and in 1967 whaolesale indus-
trial prices were revised across the board to bring themn Inonf'

closely in h bn ﬁt B\ 1< o5 su#’ é%/ 3( 1‘.1
reflect d‘,ma(xiﬁﬁl r¥? E &?@%@ 8??&? e
system. Leon bm(hnskv e:

still operating outside the new

"de\'dOPn\enAPpﬂva(edrﬁomE&eM&uMan.tGJAIlRIDF’BGBDMQBOﬁﬁSWHGGGMLGh about 70 per-

cent of Soviet industrial production comes from 20,600 rwm
tively large and efficiont plants, while the remaining 20

Oy DET-

1 cent comes from a generally backward network of 180,000

smali factories and shops employing an averagze of fifty work-
ers each. Quite a lot of money could be saved by closing down
many of these small plants, but this will be difficult to do
until capital becomes available to rcpm ¢ them,

loconomic results for two-out of the iast three years have
been favorably afiected by bcn(u,cent weather and bumper
crops. With 36 percen.. of the work force still on the farm,
weather ig still the great swing force in the planned economy.
‘I'he Sovict GNP, grew by 7.1 percent in 1966 and by 6 per-
cent last year-—good crop years—-but on}y by 4.5 percent in
1967 when crops were. average. Taking what may turn out
to be hasty advantage of this windfall, the state appareatly
‘cut one billion rubles from the 10 .ulhon plarmeu for agri-
eultural investment last year. Even after the cuts, the gov-
ernment is investing 50 percent more on agriculture than
was spent in &hmahchevs last years, but this still may
not be onough‘ T

“There is a trap that Soviet planners }‘avo fallen into in
" the past,”” says Hardt. “They have a tendency to take, th
pood years as norms and then to get caught by the bad oues.
Khrushchev's crop failures and grain purchases abroad were
nails in the coffin of his career. The past winler was an ex-
tremely severe one through most of the U.S.S.R., and this
year’s crops may be quite small.

A visceral feeling about defense

Hardt, along with most .Sowetolowmt 3, Lccls that the broad
and scemingly irreversible trend ever since Stalin’s death hax
been toward the construction of a modern state, in which
civilian needs will necessarily have a larger role than at pres-
ent. The acecelerating arms spending has been a counter-
movement within this trend. These students of Soviet afiaiis
feel that this eountertrend may have gone about as far as if
is likely to go—and in strategic weaponry even about as far
as is possible at present. Now that the Soviet leaders |
achieved a sense of strategic parity with the U.S., civilian
needs may make themselves felt more forcefully within tha
leadership. “If mounting civilian dtm wnd coincides with o
sharp fall in economic performance,” says Hardt, ““the resuit-
ing shock could be enough to produce a chs mfre of leam-r\...}) »

On the O‘hrzr de the U.S. Inteli i

aavo

of consideration that s,pwmQ d(‘CD]_{ or natur (.llw to LM\ Sovien

military mind, or to the mind of a party man like Brezhnev,

“p Soviel lcagcr, steeped in a history of invasions from tha
Tast and West, cxposed to German iuvasion in two world
wirs, has a visceral feeling about defease needs,” suid Fardt,
“Palk about improving houcshg or building automobiizs
geams pretty trivial by coraparison.”’ T RwW
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